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BEFORE THE PUBLIC UTILITIES COMMISSION
OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking to Rulemaking 04-04-003

Promote Policy and Program
Coordination and Integration in Electric
Utility Resource Planning.

Order Instituting Rulemaking to Rulemaking 04-04-025
Promote Consistency in Methodology
and Input Assumptions in Commission
Applications of Short-run and Long-run
Avoided Costs, Including Pricing for
Qualifying Facilities.

NOTICE OF EX PARTE COMMUNICATION

Pursuant to Article 8 of the Rules of Practice and Procedure of the
California Public Utilities Commission (Commission), the Cogeneration
Association of California (CAC)" and the Energy Producers and Users Coalition
(EPUC)? (jointly CAC/EPUC), submit this Notice. The Notice describes the

following ex parte communication in the above-referenced proceedings.

' CAC represents the power generation, power marketing and cogeneration operation

interests of the following entities: Coalinga Cogeneration Company, Mid-Set Cogeneration
Company, Kern River Cogeneration Company, Sycamore Cogeneration Company, Sargent
Canyon Cogeneration Company, Salinas River Cogeneration Company, Midway Sunset
Cogeneration Company and Watson Cogeneration Company.

2 EPUC is an ad hoc group representing the electric end use and customer generation
interests of the following companies: BP America Inc. (including Atlantic Richfield Company),
Chevron U.S.A. Inc., ConocoPhillips Company, Shell Oil Products US, THUMS Long Beach
Company, Occidental Elk Hills, Inc., and Valero Refining Company - California.



On December 18, 2006, Michael Alcantar and Rod Aoki, counsel to
CAC/EPUC, met with Rami Kahlon, advisor to President Peevey, from
approximately 1:30 PM to 2:30 PM at the Commission’s offices in San
Francisco. They were joined by Kelly Lucas and Rick Williams, jointly
representing the Coalinga Cogeneration Company, Sargent Canyon
Cogeneration Company and Salinas River Cogeneration Company; and Donald
Schoenbeck, consultant to CAC/EPUC. Written materials were used and are
attached to this Notice.

Key actions to preserve and encourage combined heat and power (CHP)
facilities, as set forth in Energy Action Plan Il and prior procurement decisions,
were discussed. It was noted that the lack of a clear long term policy for CHP is
having a detrimental effect upon both the ability of existing CHP projects to
continue operations after their contracts expire; as well as the ability of new
projects to come on-line. It was discussed that this policy uncertainty could in the
near future lead the thermal hosts which have traditionally relied on these
facilities for steam to install boilers to insure industrial operations. The critical
importance of fair pricing and contractual terms and conditions for CHP facilities,
that are on par with those which the utilities provide to themselves, was also
discussed. Finally, the need for the Commission to issue its decision on long
term QF policy and avoided cost so that CHP operations may have some

regulatory certainty to plan for their futures was emphasized.
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To request a copy of this notice and the written material, please contact:

Karen Terranova

Alcantar & Kahl LLP

120 Montgomery Street, Suite 2200
San Francisco, CA 94104
Telephone: (415) 421-4143
Email: ki@a-klaw.com

Respectfully submitted,

Michael Alcantar
Rod Aoki

Counsel to the Cogeneration
Association of California and the
Energy Producers and Users
Coalition

December 21, 2006
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Effects Of And Cures For A Failed State Cogeneration Policy

Meeting With Rami Kahlon
December 18, 2006

Energy Action Plan Promises
Provide for the continued operation of cost-effective and environmentally-
sound existing generation to meet current reliability needs, including combined
heat and power generation.
Adopt a long-term policy for existing and new qualifying facility resources....
Remove barriers to encourage the development of environmentally-sound
combined heat and power resources and distributed generation projects.

Where We Are Without Policy
IOUs using QF policy vacuum to implement litigation positions and squeeze
projects.
Terms, conditions and pricing IOUs would never accept for their own projects.
— Uncertain and unknown energy price
— Zero capacity payment
— Assume all environmental and capital addition risk
— Physical dispatch contrary to physical operating constraints
— One-year contracts

Correcting The Price Misperception
IOU comparison between CPUC approved 1980s vintage contract pricing and
2006 market prices unfair and irrelevant
CPUC will set prices going forward
Reasonable pricing comparable to what is offered to other utility projects and
CPUC benchmarks.
— Mountainview (a “one-off” and “fleeting” discounted project)
— Contra Costa 8
— MPR pricing (approximately $85/MWh)

Why Standard Offer Contracts Are Necessary
In absence of CPUC policy, I0Us offering:
- Bidding into RFOs — where CHP can be excluded on a “least cost/best fit”
due to nondispatchable nature.
— Contracts of Adhesion
- KRCC contract - approximately 270 pages with KRCC assuming majority
of risk
- Mountainview contract — approximately 60 pages with SCE reserving
right to seek recovery of any number of additional and unforseen costs
- EEI contracts — one year term




+ SO1 and SO4 contracts may be refined as to price but should be retained for
the operational terms and conditions that have resulted in reliable energy
deliveries for decades.

What Is Needed Now
» To retain existing baseline of reliable cogeneration and encourage
development of new facilities:
- Establishment of capacity and energy prices and contract terms that are the
same as what the IOUs are providing themselves (MVL and CC8)
5 year SO1 with updated pricing
15 year SO4 with updated pricing
Reservation of capacity equal to percentage of utility load for baseload
operations
Price transparency
- Resolve customer generation departing load issue
State jurisdictional Rule 21 interconnection




CERTIFICATE OF SERVICE

|, Karen Terranova hereby certify that | have on this date caused the
attached Notice of Ex Parte Communication in R.04-04-003/R.04-04-025 to be
served to all known parties by either United States mail or electronic mail, to each party
named in the official attached service list obtained from the Commission’s website,

attached hereto, and pursuant to the Commission's Rules of Practice and Procedure.

Dated December 21, 2006 at San Francisco, California.

Ao Jeemine

Karen Terranova
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